.

e —

s " Approved For Reia'se 2007/01/16 : CIA-RDP57-00384R001200010243-0 )gbp'

~r

Chief, Finance Branch 4 Mareh 1944

Legal Division

Living Allosances paid to Employees Hesiding

STATINTL

Reference ir meds to your memorsndum of 19 Pebruary 144 vith
attached letier from ¥r, snd mimeogrsphed circulsr of the
office of Econonlc ®arfere, boih of which are returned herewith.

Begtion 1:85 of +he Pevenue Act of 1943 (enncted 25 Fobruery
1944 over Pracidentisl Veto) reads as foliowss

nGEC, 125, LACLUSIUK FROE GROSS INCOUE OF CERTAIR
COSP-OP-LIVIEG ALLOWARCEE rAID 10
CIVILIAL OFFPICER: 'HL 2MPLOYFES OF
THE GOVERNMENT ST.TI'WED OCTSIDE
NTINENTAL UKITED STATEE.

#(a) IN GENERAL.--Section 116 (relsting to exciusions
fram gross income) is cmended by adding at ihe end the-eof a
sew sudsection t. resd ns follows:

"(§} In tho cape of = clerk o empioyee in the Poreign

Service of the United Stater, amcunts recaived aa contmof-living

allowances under suthsrity of section 2, ac smended, of the
Aot of Pebruvry 23, 1931) =nd in the case f #n ambassedor,
sinister, dlplomatic, comsulsr, or Foreign forvice officer,
amounts recelvad as ozt sllowances wnder *he guthority of
gsetion .2, ns amonded and renumbtered, of the Act 7 May 4,
1934; and in the case of ther oivi.ian officers or enph Juts

of the Goverrment - f the United Steter ctrntioned cutslde o nti-

nentsl United Ststes, smounts received ne cort-of-living
allonances in accordrnee with reguisticns ~pproved by the
President.!

#(b) TAXABL: TE&RS Tu VHICH APPLICSBLE s »wThe anendnent
made by subsection (n) shall be mpplicable 1ih respect to
taxsbla yesr: beginning sf'ter Decesber 71, 1J44.7

Cost-cf-living mrllowsnces pn1d in accordence with ragulatisns

spproved b, the President on 30 Lecember 194z, »r subsejuent rugula-

ticns,Hende are tu be ecindel from gross incore for the calendar
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year commencing 1 Janusry 1942, or eny flgenl yesr commencing
subsejuent ¢ that date.

In the memorcndum of & Beptemier 1942 frum this office to
you it wag polnted -ut thet cost-cf-living allovances were
includable sg grosa income, mad no _ort.on of the actusl ex-
penees could be deducted in computing net income. In the ense
of employess of some goverament sgencles (e. g., officers snd
smployees in the Forelgn Tervice cof the Btale Deperiment, employses
of the Forelgn Commerce Scrvlce, Buresu of Forelgn and Lomestle
Commerce, Trenpury sttoches, emioyees in the Custong Agency fer-
vice, snd OV employees), the Treusury Deprrtaent hsd previnusly
ruled that th.t sortion of the nllowance attributshle to living
quarters could be deducted (Ses XII-2 /19357 C. B. 30; XIV-1 /1935/
C. B. 44, 45). These rullnie were baged uon the theory that the
nature of the employee's dubles required that he have appropriate
iiving -uarters of convenient locatlion, as he would freguently
be called v on to trensact bucinwss in them. The rulin,: eve ir
harmony with the genernl rule that the cost of mesls nnd lodging
will not be included in the gross inc.me of an employee 1f they
are furnished for 'he convenlence of the employer snd the employve
is required to receive them properly to perfors nis duties (Res
1940-1 C. B. 14). In the case of employees of wther governsent
sgencles, the Buresu of Irnternal P.venue has felt thot the cogt-ol-
living sllovmnces were compenustory in nsture and were oJerld in
their entirety for “he benefit of the individual employee {and not
for the benaflt of the United Ststes) and hence were reccired to
be reported ns income.

The cuestion has been finally resolved by Section 125 of the
Revenue Act of 1943, cuoted sbove, end n> tortisn of the engteof-
living sllowances nesd be rej.rted ng income by the reeiplent,

cu wiil note that the ruling by the Comslssioner of Internal
vevenus in the cuse of JER em:loyews relztesz unly to 4D per cent
of the totsl allowance which wae tskern %o be arpilesble %o the o085
of querters. Under the mer sct, the total si.oance L& excluded
from gros:z inc we.

STATINTL

STATINTL

VC,C_«j Lot B ”**g/'”J“*-

STATINTL

Approved For Release 2007/01/16 : CIA-RDP57-00384R001200010243-0



